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M. Chairman and Menbers of the Commttee:

| appreciate the opportunity to testify before you today on the
al ways chal | engi ng and i nportant subject of Defense acquisition
managenent. As you are well aware, the cost, quality and need
for mlitary equi pnent and supplies have been contentious issues
in this country for over 200 years. |In FY 1999, the Departnent
of Defense bought about $140 billion in goods and services, in
14.8 mllion purchasing actions. The conplexity, variety, scale
and frequent instability of Defense acquisition prograns pose
particul arly daunti ng managenent chal |l enges. Today, those
chal l enges are centered nore than ever on the need to strike

difficult bal ances, such as:

[ | mai nt ai ni ng technol ogi cal superiority, but not over
desi gni ng weapon and information systens so that they

are unaf f or dabl e;

[ | expedi ting the devel opnment and production of systens so
that our forces have the best avail abl e equi pnent, w thout
rushi ng untested systens prematurely into production and

use;



achi eving standardi zation to reduce costs and | ogistics
probl ens, without stifling innovation and short changi ng

genui nely uni que requirenents;

pur chasi ng supplies quickly to ensure rapid response to the
needs of the operating units, w thout paying exorbitant
prices or over buying because of poor anal ysis of

requi renents and prices;

ensuring high quality for all material on which our
mlitary forces depend, w thout over prescribing details

related to design, content and production nethods;

i nprovi ng Defense acquisition results by |earning from best
practices in the commercial sector, without trying to adopt
practices that may not be appropriate or readily adaptable

to the public sector;

Reducing the red tape and streanlining overly bureaucratic
processes w thout weakeni ng essential nanagenent controls
and de-enphasi zi ng due diligence in handling public

resour ces,



[ | striving for rapid and far-reaching acquisition process
i mprovenents, w thout overwhel m ng the workforce with
changes that are not acconpanied by tinely and effective

training; and

[ | attenpting to minimze the cost of Defense support
functions, w thout reducing the workforce past the point

where it can effectively handle its workl oad.

The focus for concerns regardi ng Def ense acquisition shifts
periodically. During the 1970's, the principal problens were
cost overruns on maj or weapon system contracts and huge
contractor clains. In the 1980's there were mgjor issues
concerni ng the adequacy of testing, contractor fraud, overpriced
spare parts and corruption involving Navy procurenent officials
(the I'l'l Wnd scandal). In the 1990’s there were the A-12

I ntruder programfailure; increasing concerns about the
inordinate tine needed to field new systens; grow ng

di ssatisfaction with perceived over regulation and red tape;
concerns over the affordability of systenms with high per unit
costs; inbal ances between spending for investnents, overhead
support and operations; and contraction of the Defense

i ndustri al base.



Acqui sition Reform The Departnent of Defense has been seeking

acqui sition process inprovenents al nost continuously for at

| east 20 years. Likew se, Congress |egislates changes in both
program content and procurenent practices al nost annually.
However, there has been intensified interest and effort during
the past several years. The Departnent has initiated an

unpr ecedent ed nunber of mmjor inprovenment initiatives across the
spectrum of DoD activities, including at |east 40 significant
acquisition reforminitiatives. The Congress has passed very
important reformlegislation, including the Federal Acquisition
Stream i ning Act of 1994 and the Cinger/Cohen Act of 1996. The
Departnent has nade notable progress in acquisition reformand

al so set several comrendabl e goals. Exanples include:

[ | de- enphasi zing overly detailed mlitary specifications and
st andar ds;

[ | using credit cards for nearly 9 mllion small purchases in
FY 1999;

[ ] pushi ng for public and private sector inplenentation of

public key infrastructure technology to enable secure

el ectroni c comrerce;



[ | replacing multiple, inconsistent, governnment-unique
requi renents inposed on contractors holding nore than one
Def ense contract with conmon, best, facility-w de

processes; and

[ | establ i shing aggressi ve weapon systemunit cost and total

ownership cost targets, which are 20 to 50 percent bel ow

hi storical norms and will be challenging to neet.

| assune that other wi tnesses today wll discuss additional

initiatives.

| nspector General Role in Acquisition Reform Since its

establishnment in 1982, the Ofice of the Inspector General, DoD,
has i ssued hundreds of audit reports identifying problens in

Def ense acqui sition prograns and opportunities for inproving
efficiency and effectiveness. |In addition, the principal focus
of the Defense Crimnal |nvestigative Service, the crim nal

i nvestigative conponent of the Ofice of the Inspector General,
DoD, al ways has been procurenent fraud, in its various fornmns.
Based on the many risks, vulnerabilities and problens identified
by this audit and investigative effort, the Ofice of the

| nspector General, DoD, has been in the forefront of those

calling for inproved managenent across the spectrum of Defense



acqui sition programactivities, frominitial requirenents
determ nati on t hrough purchasing and delivery of goods and

servi ces.

Most acquisition audits and investigations provide insight

into how well individual prograns and contracts are nanaged.
Many of them al so provide i ndependent feedback on how well the
Departnent’s overall acquisition policies and applicable | aws or
regul ati ons are being inplenented, and whether they are having
the intended effect. Audits are a particularly useful tool for
verifying that reported performance information is accurate and

previously identified problens have been corrected.

Unfortunately, in recent years our oversight of Defense

acqui sition has been severely constrained by resource shortfalls
and conflicting priorities. 1In testinony |ast nonth before the
House Budget Conmittee, the Deputy |G expressed concern that
audit coverage has been inadequate in nearly all Defense
managenent sectors that we and the General Accounting Ofice

have identified as high risk areas.

The DoD needs a broad, systenmatic program of conprehensive
audits of acquisition prograns, but does not have one.

Currently, less than ten of the several hundred weapon system



projects are being conprehensively reviewed by DoD i nternal
auditors each year. The sane holds true for the 79 mgjor

i nformati on system devel opnment and nodi fication projects and the
hundreds of snmaller projects in the information technol ogy area.
The Departnent spent $51.8 billion for consultants and ot her
support services in FY 1999, yet there have been only a few
recent internal audits on managenent controls over contracting
for services. Finally, there is limted i ndependent information
avai l abl e on the progress of the 40 reforminitiatives and the

need for other initiatives.

The heavy workl oad created by the successful DoD Year 2000
conversion effort, which ny office supported with over

180 audits, is now behind us and we are trying to redress the

i mbal ances in coverage caused by that extraordinary effort.
There continue to be conflicting priorities for audits, such as
i nformation security, readiness issues and financial reporting.
Last year, the DoD decided not to proceed with nost of the

pl anned conti nued reduction of the |G budget, which had al ready
been reduced by 26 percent since 1995. Unfortunately, the
appropriations comrttees cut our FY 2000 request, which hanpers
our ability to do nore in vital areas |ike acquisition. W hope

to be able to better explain our resource situation this year



and to achi eve congressional support of our FY 2001 budget

request.

In addition to audit and investigative efforts, the 1Grole

in acquisition nmanagenent i nprovenent includes review ng al
proposed | egislative and regul atory changes. The Depart nent
has been generally responsive to our advice on such matters and
congressional commttees al so request our views on acquisition

| egi sl ation issues on a routine basis.

To study acquisition issues, identify opportunities for reform
suggest specific actions, plan inplenentation strategies or
noni tor progress, the Departnent often forns cross-

organi zati onal teanms and task forces. Assisting those efforts
is a high priority for us. Senior audit personnel currently
are participating as official team nenbers or advisors for

16 acquisition or logistics reformteans. They include the
Acqui sition Reform Senior Steering G oup, Acquisition Deskbook
Wor ki ng Group, Joint Contracting Pilot Program and a team

wor king on long termpricing arrangenents for spare parts.

Speci al Enphasis Areas. There are a nyriad of challenges and

potential issues inherent in the processes for decidi ng what

force structure is needed to inplenent the national security



strategy; what weapon systens are needed to assure success in
conbat; what supporting information systens, supplies and ot her
| ogi stical support are needed; what the required goods and
services should cost; what is affordable; what acquisition
strategy woul d be best; what prices are reasonable; and so
forth. Today |I would like to focus on three of those many sets
of issues, using recent audit results fromthe reports that are
listed in the attachnent to this statenment. Those three areas
are contracting for services, spare parts pricing and

acqui sition workforce reductions.

Contracting for Services. | ssues rel ated to Defense weaponry

and ot her equi pnent attract the nost oversight enphasis and
publicity, yet the annual DoD expenditures for contractor
services constitute a huge acquisition programin their own
right. FromFY 1992 through FY 1999, DoD procurenent of
services increased from$39.9 billion to $51.8 billion annually.
The | argest sub-category of contracts for services was for

prof essional, adm nistrative, and nanagenent support services,
valued at $10.3 billion. Spending in this sub-category

i ncreased by 54 percent between 1992 and 1999. It probably wll

continue to grow as outsourcing initiatives expand.



Del i verabl es fromcontracts for services often are not as
tangi bl e as hardware, such as a mssile or even a set of tires.
Quantifiable information on requirenments, performance and costs
frequently is harder to devel op, and overworked contracting
personnel are nore likely to give priority attention to

equi pnent procurenents than to mundane contracting actions for
consulting services or information systens support. Al so,
except for travel and transportation services, the increased
efficiencies derived frome-comerce pertain nuch nore to goods
than to services. W believe that, because of these factors,
DoD nmanagers and contracting personnel were not putting
sufficient priority during the 1990's on this sector of Defense
acqui sition, which |likew se was virtually ignored for the first
few years of recent acquisition reformefforts. Consequently,
we think the risk of waste in this area is higher than has been

commonly realized.

The awareness of the need for nore enphasis on services
contracts has been grow ng over the past year, in part because
of two major audits, whose results | would like to sunmari ze

for you.

10
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Mul tiple Award Task Order Contracts.

The Federal Acquisition Streamining Act authorized agency heads
to enter into multiple award delivery and task order contracts
for procuring goods and services. Miltiple award contracts
occur when two or nore contracts are awarded from one
solicitation. GCenerally these contracts have broad scopes and
dozens of subsequent task orders are awarded by the Governnent
over the life of the contract. The Act established a general
preference for using nmultiple awards and nmandates their use for
advi sory and assi stance services contracts exceeding $10 mllion
and 3 years duration. The Act also stipulates that contractors
on a nultiple award arrangenent are to be provided a “fair
opportunity to be considered” for individual task and delivery

orders over $2, 500.

Mul tiple award contracts are an excellent tool for avoiding
duplicative solicitations and speeding up the contracting
process. Their advantages are degraded, however, if the

i ndi vidual task and delivery orders are inappropriately

sol e-sourced or poorly priced.

In April 1999, we reported the results of an audit of 156

orders, valued at $143.7 nmillion and placed on 12 nultiple award
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contracts between 1995 and 1998. W found few problens with
delivery orders for goods, but significant problens with task

orders for services. Specifically:

[ | Contracting officers awarded task orders wi thout regard to
price, even though price also was not a substantial factor
in the selection of vendors for the initial nmultiple award
contract. As a result, higher-priced contractors were
awar ded 36 of 58 task orders that were conpeted. W
identified $3 million in additional costs resulting from

awardi ng orders to contractors with higher-priced bids.

[ | Contracting officers directed work and i ssued orders on
a sol e-source basis for 66 task orders, valued at
$47.2 mllion, wthout providing the other contractors
a fair opportunity to be considered. Only 8 of the 66
orders, valued at $8.8 mllion, had valid justification for
sol e-source award. As a result, DoD al nobst certainly paid
hi gher prices than woul d have been the case if conpetition

had been sought.

These problens were caused by a variety of factors, including
difficulty in establishing pricing on the nmultiple award

contracts at the tinme of award, because requirenents for the
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nunber and scope of subsequent task orders were not well
understood. Contractors also were not sure of the anmount of
wor k they woul d receive, nmaking it hard to forecast costs.
Regarding the failure to conpete task orders, | believe the
causes were sonewhat vague regul ations, pressure to nmake task
order awards rapidly, and perhaps excessive workload in sone

contracting offices.

In response to the audit findings, the Director for Defense
Procurenent has been gathering information fromthe Mlitary
Departnments on the need to establish a conmpetition goal for

task orders on nultiple award contracts-—ae had suggested that

a goal of 90 percent would be advisable. The Director also

i ssued a nenorandumin April 1999 calling the audit results

to the attention of senior acquisition officials. The Congress
took action by mandating in Section 804 of the National Defense
Aut hori zation Act for FY 2000 that the Federal Acquisition

Regul ati on be revised to inprove gui dance on the appropriate use

of task order and delivery order contracts.

QO her ProblemIndicators. In light of the problens found by

the audit on multiple award task order contracts and vari ous
other, nore narrowWy scoped audits, we undertook a conprehensive

audit last year to |l ook at services contracts. W reviewed
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105 Arny, Navy and Air Force contracting actions, valued at
$6.7 billion, for a wide range of professional, adnministrative
and managenent support services anmounting to about 104 mllion

| abor hours, or 50,230 staff years.

W were startled by the audit results, because we found problens
with every one of the 105 actions. 1In nearly 10 years of
managi ng the audit office of the IG DoD, I do not ever recal
finding problens on every itemin that |arge a sanple of

transactions, prograns or data. The specific problens included:

[ | Failure to use prior history to define requirenents

(58 actions);

[ | Poor CGovernnment cost estimtes (81 actions);

[ Cursory technical reviews (60 actions);

[ | nadequat e conpetition (63 actions);

[ ] Failure to award nmultiple award contracts (7 actions);

[ | I nconpl ete price negotiation nenoranduns (71 actions);
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[ | | nadequat e contract surveillance (56 actions);

[ | Lack of cost controls (21 actions);

It was inpossible to quantify the nonetary inpact of these
deficiencies, but clearly waste was occurring. For exanple,

sol e-source cost-type contracts that placed a higher risk on the
Gover nnment conti nued without question for the same services for

i nordinate |l engths of time--39 years in one extrene case—and
pricing was questionable. W also observed that there were no
performance neasures in use to judge the efficiency and

effecti veness of the services rendered.

We made nunerous recomendati ons to managenent to address these
probl ens, stressing the paranount need for nore effective
training. Mny cost-reinbursable contracts for repetitive tasks
shoul d be converted to nore econom cal fixed price contracts.

We al so endorsed establishing centers of excellence, which in
this case woul d be specialized contracting organi zati ons or
cadre, as a neans of developing in-depth expertise on the
services markets and on services contracting techniques. W
understand that this concept has proven highly beneficial for
private sector businesses that purchase | arge vol unes and

varieties of contractor services. The Departnment has not yet
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infornmed us of its position on all of our recommendations, but

the partial responses to date have been positive.

In fact, recently we have noted a wel cone upswing in interest
and activity regarding contracting for services and we are
assisting in efforts such as devel opi ng a Performance Based
Service Acquisition Training Class. W agree with the Federal
Procurenment Executives Council that perfornmance based

acqui sition strategies should be heavily enphasi zed when
contracting for services and we support the putative goal of
maki ng hal f of services contracts performance based by 2005. W
wel conme DoD plans for putting information such as a guide for
performance based service acquisitions on the web and
establishing a baseline and neasures for tracking progress on

expandi ng the performance based approach.

Conti nuing Spare Parts Pricing Issues. In early 1998, we began

issuing a series of audit reports on prices paid for aviation
spare parts and equi pnent. As you may recall from congressional
hearings at the tine and intermttent publicity since, we found
that prices paid under new, conmercial type contracting
arrangenents were consi derably hi gher than was the case when the
sane itens were procured previously under “traditional” Defense

contracts or ordering agreenents. |n one case, DoD paid
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nodestly di scounted, but still excessive, contractor catal og
prices that were $4.5 million (280 percent) higher than fair and
reasonabl e prices for $6.1 mllion of comercial itens from one

supplier.

Al t hough the Departnment has been generally responsive to the
probl ens that we have identified on individual contracts, new
exanpl es continue to surface as we do additional audits. W
have i ssued 5 nore reports on spare parts in the |last two years.
One report provided good news and the other four described

probl ens. Most recently, in a pair of reports issued a few days
ago, we discussed pricing in a prototype contract for supply
support fromwhat the DoD refers to as a virtual prinme vendor.
Under this concept, one vendor anticipates DoD needs for a
specified list of coomodities and assunes responsibility for
havi ng i nventory on hand to neet those needs, using a range of
nodern conmerci al busi ness practices and techniques.
Theoretically, considerable savings should result fromshifting

the burden of carrying inventory to the vendor.

As with many prototypes, the terns of this particular contract
needed sone adjustnents. The audit indicated that DoD was
payi ng 38 percent nore than necessary for a variety of aviation

conponents and spares. The npst egregi ous exanple was a
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propell er blade heater for C130 and P-3 aircraft. W
calculated that the $1.4 nmillion paid in 1998 for blade heaters
was from 124 to 148 percent nore than fair and reasonabl e
prices. Although nanagenment did not agree with many of our
exact cal cul ations, the Departnent fully agreed with our
recommendation to use an entirely different contracting
approach, nanely, a long-termstrategic supplier alliance. 1In
fact, initial meetings with the contractor to explore that

approach were held during the audit.

There are a variety of problens to be addressed in spare parts
procurenent. First, the Governnent nmust learn to be a smarter
buyer in terns of pooling its purchases to naximze its market
| ever age, enabl e in-depth nmarket research by specialists and use
econonmi ¢ order quantity approaches where feasible. Second, it
needs to do everything possible to maxi m ze conpetition and
avoi d sol e-source situations. Virtually all of the pricing
probl ens identified by our audits arose on sol e-source
contracts. Third, it needs to consider root causes of poor
pur chasi ng deci sions: under staffing in DoD procurenent

of fices, unreliable inventory data and i nadequate training.
Fourth, it needs to pursue long termpricing arrangenents with
key suppliers, with nmutual incentives for price reduction.

Fifth, it should use the tools already nade avail able by the
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Congress-—+ncluding the ability under the Truth in Negotiations
Act to obtain certified contractor cost data-—to ensure fair
pricing in sol e-source procurenents. For commercial itenms, to
which the Truth in Negotiations Act does not apply, contracting
officers can still negotiate good prices on the basis of
uncertified cost data. Sonme DoD acquisition officials

di scourage them from doi ng so, but offer no practica
alternatives for situations where no conpetitive nmarket forces

exist to drive down prices.

Acqui sition Workforce |ssues. Having nmade previous references

to probl ens caused by | ack of contracting workforce capacity and
training, | would like to call your attention to our Report on
t he DoD Acqui sition Wrkforce Reduction Trends and | npacts,

dated February 29, 2000.

The DoD reduced its acquisition workforce from 460,516 in

Sept enber 1991 to 230,556 in Septenber 1999 and further cuts are
likely. |If workload had been reduced proportionally,
elimnating half of the acquisition positions could be regarded
as a positive achievenent. Unfortunately, this has not been the
case. From FY 1990 t hrough FY 1999, the val ue of DoD
procurenent actions decreased from $144.7 billion to

$139.8 billion, about 3 percent. The nunber of procurenent
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actions increased from13.2 mllion to 14.8 mllion, about

12 percent. The greatest anmount of work for acquisition
personnel occurs on contracting actions over $100,000, and the
annual nunber of those actions increased from97,948 to 125, 692,

about 28 percent, fromFY 1990 to FY 1999.

W surveyed 14 of the 21 mmjor acquisition organizations and
found this grow ng inbal ance between resources and workl oad is
a mgjor concern. Acquisition personnel told us that the adverse

consequences i ncl ude:

[ | skill inbal ances (9 organi zations), and

[ | insufficient staff to manage requirenents efficiently

(9 organi zations),

[ | i ncreased program costs resulting fromcontracting for

techni cal support versus using in-house technical support

(7 organi zations),

[ | personnel retention difficulty (6 organizations),

| reduced scrutiny and tineliness in review ng acquisition

actions (4 organizations),
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[ ] i ncreased backlog in closing out conpleted contracts

(3 organi zati ons),

| | ost opportunities to devel op cost savings initiatives

(2 organi zations).

| believe that this inpact list is conservative and, if further
downsi zi ng occurs, these staffing nanagenent problens and

performance shortfalls can only get worse.

Li kewi se, there is cause for serious concern in the |ikelihood
of the DoD acquisition workforce |osing about 55,000 experienced
personnel through attrition by FY 2005 and in the overal

di sconnects between workl oad forecasts, performance neasures,
productivity indicators, and plans for workforce sizing and

t rai ni ng.

In a general sense, DoD acquisition workforce reductions are
part of the overall downsizing of the Federal and Defense
wor kf orce. However, Congress has singled out the DoD

acqui sition popul ation for separate downsizing enphasis,
while allowing the Secretary of Defense considerable |atitude

in inmplenenting reductions. W hope that our report wll



22

assi st both the Congress and the Departnent to take stock of the
| ong-term human capital requirenents in this crucial area. The
Departnment’ s response to the report was positive and there

appears to be growi ng awareness of the serious risks related to

t he Defense acquisition staffing outl ook.

A reasonably sized, well-trained and highly notivated workforce

is by far our best safeguard against inefficiency and waste.

Conclusion. The Ofice of the Inspector CGeneral, DoD, continues
to be a strong supporter of acquisition reform | appreciate
your interest in our reports and views on these chall enging

matters. This concludes ny statenent.



Acqui sition Audit Reports
By | nspector Ceneral, DoD
Mentioned in this Testinony

99- 026, Commercial Spare Parts Purchased on a Corporate
Contract, COctober 30, 1998. The DoD paid a 54.5 percent
premum $3.2 mllion, on the audited contract for aviation
spares in fiscal years 1996 and 1997, but did not use the
services offered at the higher prices.

99- 116, DoD Use of Multiple Anard Task Order Contracts (4/2/99).
The audit was requested by Senator Carl Levin. Task orders were
awar ded wi thout sufficient consideration to price on 36 of 58
audited task orders. Only 8 of 66 audited sol e-source task
orders had valid sol e-source justifications.

99- 217, Sol e-Source Commercial Spare Parts Procured on a
Requi renents Type Contract (7/21/99). A cost-based requirenents
contract for aviation spares was appropriately priced.

99- 218, Sol e- Source Noncommercial Spare Parts Orders on a Basic
Ordering Agreenent (7/21/99). The DoD paid $4.9 mllion (18
percent) nore than fair and reasonable prices for $32.2 mllion
of aviation spares on a basic ordering agreenent during fisca
years 1996 through 1998.

00- 088, DoD Acqui sition Wrkforce Reduction Trends and | npacts
(2/29/00). The Departnment needs to reconsider the appropriate
size and skills mx of the acquisition workforce, which has been
cut in half wthout significant workl oad reduction and faces
future skills shortages.

00- 098, Spare Parts and Logistics Support Procured on a Virtual
Prime Vendor Contract (3/8/00). Along termalliance
arrangenment woul d be preferable to the contractual terns under
whi ch overpriced aviation spares were purchased in 1997 and
1998. (Report currently available only in a For Oficial Use
Only version.)

00- 099, Procurenent of the Bl ade Heaters for the C 130 and P-3
Aircraft (3/8/00). This report discusses one of the overpriced
spare parts procured under the contract that is evaluated in
Report No. 00-098. (Report currently available only in a For
Oficial Use Only version.)

00- 100, Award and Adm nistration of Contracts for Professional,
Adm ni strative and Managenent Support Services (3/10/00). The
MIlitary Departnents needed to put nore enphasis on all aspects
of procurenent planning, contracting and contract adm nistration
for services.
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